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VALENCIA WATER COMPANY - TOWN
DIVISION FOR APPROVAL OF ARSENIC APPLICATION
SURCHARGE.

Valencia Water Company — Town Division (“Valencia”) requests that the Commission
approve an arsenic surcharge to compensate Valencia for its unrecovered investments and expenses
in complying with the revised federal arsenic maximum contaminant level (MCL). Valencia
invested more than $3 million in arsenic treatment facilities, and it incurs annual operating
expenses of more than $70,000. These investments and expenses are not recovered under
Valencia’s current rates. The surcharge will allow Valencia the opportunity to recover these
investments and expenses, which were imposed by the federal government.

This motion is supported by the attached testimony of Graham Symmonds and Jamie Moe.
Mr. Symmonds describes the difficulties of arsenic treatment for Valencia, and provides an
overview of Valencia’s arsenic treatment systems. Mr. Moe describes how the proposed surcharge
was calculated in accordance with standard Arsenic Cost Recovery Mechanism (ACRM) methods.
Mr. Moe proposes an arsenic surcharge of $4.32 to the monthly minimum charge, and $0.52 per
1,000 gallons for the commodity rate. Also attached are the standard ACRM schedules used in
prior ACRM cases. Mr. Moe sponsors the schedules as part of this testimony.

‘Valencia requests that the Commission approve the arsenic surcharge as described in Mr.

Moe’s testimony. The surcharge will terminate upon approval of a final decision adopting revised

rates and charges in Valencia’s pending general rate case.
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RESPECTFULLY SUBMITTED this ﬂ_ day of April 2009.

ROSHKA DEWULF & PATTEN, PLC
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Michael W.Patten

Timothy J. Sabo

One Arizona Center

400 East Van Buren Street, Suite 800
Phoenix, Arizona 85004

Attorneys for Valencia Water Company

Original +13 copies of the foregoing
filed this {7%day of April 2009, with:

Docket Control

Arizona Corporation Commission
1200 West Washington

Phoenix, AZ 85007

Copies of the foregoing hand-delivered/mailed
this__{7]™ day of April 2009, to:

Lyn A. Farmer, Esq.

Chief Administrative Law Judge
Hearing Division

Arizona Corporation Commission
1200 West Washington

Phoenix, AZ 85007

Janice Alward, Esq.

Chief Counsel, Legal Division
Arizona Corporation Commission
1200 West Washington

Phoenix, AZ 85007

— Town Division

Ernest G. Johnson, Esq.

Director, Utilities Division
Arizona Corporation Commission
1200 West Washington

Phoenix, AZ 85007
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L Introduction.

Q. Please state your name and business address.

A. My name is Graham Symmonds. My business address is 21410 North 19" Avenue, Suite
201, Phoenix, Arizona 85027.

Q. Are you the same Graham Symmonds who filed Direct Testimony in this case?

A. Yes.

Q. What is the purpose of this supplemental testimony?
A. To support Valencia Water Company — Town Division’s (“Valencia”) request for an

Arsenic Surcharge.

Q. Can you describe the Valencia water system?

A. The Valencia system is comprised of six EPDS! water delivery systems. Each one of these
systems must be separately treated and monitored in order to meet the requirements of the
Safe Drinking Water Act. This has enormous impacts on the efficiency potential for the

system.

A map of the Valencia system, showing Arsenic levels, is attached as Attachment

Symmonds-1.

Valencia currently provides approximately 1.86 million gallons of water per day to the
customers’. The Valencia’s raw water wells range from 14 to 30 ug/L of arsenic. The

USEPA reduced the MCL? for arsenic from 50 ug/L to 10 ug/L effective 23 January 2006.

! EPDS = Entry Point to the Distribution System. The EPDS marks the point where the water
must meet all conditions of the Safe Drinking Water Act.

2 Average Annual Flow calculated from Water Use Data Sheet Dec 07 to Dec 08.

3 MCL = Maximum Contaminant Level
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As aresult, all of Valencia’s water is required to be treated for arsenic removal.* This
treatment occurs by way of ArsenXnp adsorption technology, or by coagulation/filtration.
In both cases, the utility treats a slipstream flow from the wells and blends this with raw

water from the well to meet the arsenic MCL in order to be as efficient as possible.

Q. What has this meant for operating costs at Valencia?

A. Valencia’s arsenic treatment plans were developed by the prior owners. Asa result, this

system suffers from the fate of many small water companies, that is, they chose small, less-
capital intensive infrastructure, which typically means higher operations and maintenance

costs.

This is a perfect example of the peril of developer-led infrastructure.

Developer-led infrastructure is a double-edged sword — the utility initially can avoid the
requirement to invest in the capital infrastructure by allowing off-site plant to be paid for,
and controlled by, the development community. Unfortunately, the development
community has no incentive to provide more than the minimum requirements for
infrastructure. In their business model this makes total sense — minimize the capital

investment required to sell homes.

However, this philosophy is at odds with what should be the utility’s objective: reliable,

cost efficient service in perpetuity.

* This is an example of how the lack of integration of water, wastewater and recycled water is

folly. The lack of availability of recycled water in the Valencia community means that all water —
regardless of its intended use — must be treated to potable standards, and must therefore be treated
for arsenic.
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The result of this philosophy is that Valencia’s operating costs are higher than if a regional

solution, consolidating water production facilities and integrating water, wastewater and

recycled water resource management had been deployed.

This can be demonstrated by comparing the production costs of Valencia against those of

Global Water — Santa Cruz Water Company (“Santa Cruz”).’

The following graphs show the dramatic impact that regional planning can have on the

long-term health of a utility.

CONSUMABLES

The following graph compares the consumables costs per connection for Valencia and
Santa Cruz. Due to Valencia’s reliance on ArsenXnp as a treatment methodology (which
started regeneration cycled in the last half of 2008 resulting in the jump shown on the
graph), and the fact that there are six treatment systems, the costs are more than four times
that of Santa Cruz, which uses blending as a means of achieving compliance with the
arsenic MCL. While the water quality in Valencia requires that a certain amount of water
be treated for arsenic, a regional scale system that would allow for greater flexibility and
cost containment would have resulted in lower costs. In the case of consumables and
media, having to operate and maintain six different delivery systems is inefficient —
particularly when one considers that the entire Valencia service territory is only 12 square

miles.

5 SCWC also has individual wells that exceed the arsenic MCL. However, in SCWC’s case,
treatment can be effected by regional blending because the design of the water system anticipated
this impact and so a raw water delivery system was installed to centralized treatment/distribution
facilities.
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The graph below shows the differences in power costs associated with Valencia and Santa
Cruz, normalized to a per-connection metric. Due to the many EPDS points (six to serve
Valencia’s 4,500 connections versus one to service Santa Cruz’s 16,500 connections),
many more pumps of lower capacity are operated to meet the demand. As a result, the

power costs of Valencia are twice that of Santa Cruz per connection.
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Finally, the last graph demonstrates that labor costs associated with a developer-led

infrastructure program are double that of a regionally planned system.
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Q. Are the differences noticeable from a resource standpoint?
A. Yes. If we look at the overall consumption patterns for the period November 2007 to
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October 2008, the average per dwelling unit in Valencia is 12% higher than in the SCWC
service area.® That does not sound like a lot, but it represents 239,000,000 gallons of water
over the course of a year in SCWC. 1t is a massive savings. So for each Valencia
customer more water must be treated for arsenic removal compared to Santa Cruz. This is

another factor that leads to increased arsenic removal costs per connection for Valencia

relative to Santa Cruz.

6 Average consumption in Valencia = 11,878 gallons per dwelling unit per month. Average
consumption in SCWC = 10,592 gallons per dwelling unit per month. These figures include all

consumption with the exception of construction water.
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Valencia nonetheless meets the arsenic standard?

Yes. The arsenic levels in the distribution system are maintained below the MCL. We
achieve this through operating six separate treatment facilities.

How have these facilities fared?

From an arsenic reduction perspective, there can be no doubt the systems work. The
question is at what cost. Unlike Global Water, the former owners of West Maricopa
Combine (the parent company of Valencia) did not maintain technical expertise on staff,
and relied on the developers to fund (and therefore control) the arsenic remediation
process. As a result, there was a lack of planning put into the specific elements associated
with the treatment facilities, specifically, they:

o Failed to take into account competing ions such as vanadium (very little
water quality analysis was performed prior to installation of the ArsenXnp
media systems. The treatment system supplier stipulated to using the water
quality data supplied by Valencia, which did not have sufficient detail to
judge future performance).

o Failed to consider the overall operating costs associated with operating six
distinct systems as opposed to a regional facility.

. Underestimated the capital costs.

. They failed to perform coordinating activities — e.g. concrete, pipework,
control and instrumentation.

The result is that we are now stuck with systems that can never achieve the economies of

scale that could have been attained if the system had been considered holistically.

Why didn’t Global change this before implementation?
Very simply, the acquisition of West Maricopa Combine took place in summer 2006 ~ five
months after the federally mandated MCL became effective, and the systems were in

various states of construction/delivery. ADEQ had given water utilities an additional grace
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period to 31 December 2007 to achieve compliance with the MCL, and there was no time

to make any changes to the decisions made by the former owners.
It is a case of having to execute a flawed, partly completed, plan in order to meet a

regulatory deadline.

Q. Specifically, what are the issues associated with the systems?
A Again, the systems work from an arsenic reduction perspective. The costs associated with

the following have been very high:

1. ArsenXnp regeneration. This proprietary media must be regenerated when consumed. We
monitor the breakthrough of arsenic in the system and schedule regeneration. The
regeneration requires that the media be removed, transported under chain of custody to an
approved regeneration facility, returned, sterilized and placed back into service. This
process takes approximately 6 weeks from identification of breakthrough to return of the
media and costs in the order of $15,000 to $20,000. The higher levels of vanadium’ in the
Valencia water, which was never considered in the design process, causes the media to be
consumed and require regeneration much more often than originally expected. Vanadium
consumes available receptors in the media, is adsorbed preferentially to arsenic, and

855 9

therefore has resulted in drastically reduced “bed volumes™ from the systems”.

2. The rapid consumption of the media has meant that Valencia must keep on hand a spare

volume of media for replenishment purposes.

7 Vanadium is not a regulated contaminant under the SDWA.

8 Bed volumes refers to the volume of water that can be passed through the media prior to
contaminant breakthrough.

? The ArsenXnp manufacturer (Purolite) based their performance projections on a vanadium level
of 10 mg/L. Valencia water contains 37 to 75 mg/L.
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The costs associated with the coagulation/filtration facility include chemical oxidation,

residual disposal, and additional pumping costs.

Are these costs continuing?
These costs will be continuous, and will increase as the volume requiring treatment

increases.

How has Global taken action to minimize these costs?

Global has taken several steps to control these costs. We have attempted to consolidate
treatment to the minimum number of facilities required to treat the volume necessary to
meet the demand. Nonetheless, at peak time periods we must have access to all treatment

facilities.

We were able to interject and amend the design requirements for facilities in the Valencia
Water Company - Greater Buckeye Division (Sonoran Ridge public water system) and in
Water Utility of Greater Tonopah (Sunshine and B&D public water systems). These
systems were designed by Global and include sufficient capacity and control so as to

minimize costs.

What is the total amount invested in Valencia Water Company — Town Division’s
arsenic treatment facilities?
The total amount invested in Valencia Water Company — Town Division’s arsenic

treatment facilities is $3,070,128.

What are the annual operating expenses of these facilities?

The annual operating expenses of these facilities is $73,262.
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Is Valencia delivering water that meets the current Arsenic MCL?

Yes.

Does that conclude your supplemental testimony?

Yes it does.

10
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Please state your name, occupation and business address.

My name is Jamie Moe. I am a regulatory accountant employed by Global Water
Management, LLC (“GWM” or “Global Management”). My business address is 21410
North 19™ Avenue #201, Phoenix, Arizona 85027.

Are you the same Jamie Moe that filed Direct Testimony in this case?

Yes.

What is the purpose of your supplemental testimony?
I testify in support of Valencia Water Company — Town Division’s (“Valencia”) request

for an Arsenic Cost Recovery Surcharge.

Please described the proposed surcharge.

Valencia requests an ACRM surcharge of $4.32 for the monthly minimum charge (5/8-
inch meter) and $0.52 per 1,000 gallons for the commodity rate. The bill impact for an
average residential customer will be $7.35 per month. The monthly minimum and
commodity rates will be reduced by $0.51 and $0.06 per thousand gallons, respectively,
twelve months after the implementation of the surcharge when the deferred media

replacement and waste disposal costs have been recovered through the ACRM surcharge.

Why is Valencia making this request?

Valencia requests the implementation of the ACRM surcharge to aid the Company in its
efforts to comply with the United States Environmental Protection Agency’s (“EPA”) new
arsenic maximum contaminant level of 10 parts per billion (“ppb”) which went into effect
on January 23, 2006. The EPA reduced the drinking water standard for arsenic from 50
ppb to 10 ppb. Mr. Symmonds is also filing testimony in support of the surcharge, and he

describes the Valencia’s arsenic treatment facilities, capital costs, and operating costs.
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How does this relate to the pending rate case?
Valencia is requesting the inclusion of the arsenic treatment plant and related costs in the
full rate case. The ACRM surcharge will terminate upon the approval and implementation

of new permanent rates, which would include the arsenic treatment plant and costs.

Have you prepared schedules supporting the proposed surcharge?
Yes. This Step-One and Step-Two filing is supported by the attached schedules and work

papers, as required under the Arizona Corporation Commission’s ACRM procedure.

Does this conclude your testimony?

Yes.




Valencla Water cbmpa'ny, Town Dlvl_slon” ) " Schedule 1
Balance Sheet '
As of December 31, 2008
Line -
No.
1 ASSETS
2 .
3 Current Assets o
4 131 Cash and cash equivalents . , $. . 550
5 132 Special Deposits . : 141,274
6 141 Customer Accounts Recelvable . : ' ’ 451,728
7 142 Other Accounts Receivable ’ -
8 143 Accumuiated Provision for Uncollectible Accounts . . (67,308)
9 151 Plant Material and Supplles ) ) : T 22,545
10 . 162 Prepayments . . 9,568
11 125 Other Investments . : 11,739
12 173 Accrued utility revenue 43,568
13 o ) ' o :
14 Total Current Assets : ' $ 613,663
15
16 Utility Plant :
17 Total Utility Plant in Service . ) § 45877418
18 105 Construction work-in-progress : . 4,158,437
19 - 108 Less:Accumulated Depreciation (8,071,499}
20 ) : . :
21 Total Fixed Assets (Net) $ 46,964,356
22
23 OTHER ASSETS . :
24 114 Utility Plant Acquisition Adjustments , $ 10,457,124
25 190 Accumytated Deferred Income Taxes ' . - 380,947
26 : . :
27 , Total Other Assets ’ oL $ 10,838,071
28 . )
29 TOTAL ASSETS ’ ' 2 58,416,090
30 . .
31 LIABILITIES AND CAPITAL
. 33 Current Liabititles . . : ; ] . e |
: 34 . 231 Accounts payable : . _ $ /816,117 : :
35 232 Notes Payable ) i 106,880
36 233 Accounts Payable to Associated Companles . : -
37 235 Customer Deposits ) 162,132 .
38 238 Accrued Taxes : 93,836
39 . . 237 Accrued Interest ’ © 19,213 C
40 241 Miscellaneous Current and Accrued Liabilities . : 755,575 . !
41 253 Other Deferred Credits ) 64,459 :
42 : . ' .
43 Total Current Liabilities . $ 2018212
44 , o . =2 S0 Sers
45 Long-Term Debt (Over 12 Months) . . v
46 ‘224 Other Long-Term Debt $ 2,274,705
48 Total Long-Term Debt = - - ) - $ 2,274,705
49 - )
50 Deferred Credits and Other Liabilities -
51 252 Advances for Construction $ 37,992,781
52 271 Contributions in Aid of Construction ’ 890,221
53 272 Accumulated Amorllzatlon of Contributions in Ald of Constructlon __(98,283)
: 54 - .
i 55 Total Deferred Credits 'and Other Liabilitles $ . 38,784,719
56 . :
: " 57 Total Liabllities ' . $- 43,077,638
58 : o .
i 59 ° Capital Accounts .
i 60 . 211 Othe Paid-in Capital . $ 14,835325
; ) 6t - 215.Unappropriated Retained Earnings - ) Lo 852,970
62 215 Current year net income o : . (149,841},
83 .
. 64 Total Members' Equity $ 15,338,454
65
66 TOTAL LIABILITES AND CAPITAL ) h $ 58,416,090
57 ' »
68
69




Valencia Water Company, Town Division - ‘ -\ ~ Schedule2 -
Income Statement C ' :
For the Twelve Months Ending December 31, 2008

Line

No.

2 -Operating Revenue : : ' : . . $ 3,071,159

4 Operating Expenses : S ,

5 Opearation & Maintenance ' ' $ 1,741,932 -
6 . Depreciation - - ‘ o 1,135,750

7 " Taxes Other Than Income . ' 138,998 -
8 Income Taxes o ' . . 55,849 -
9 Total Operating Expenses =~ . $ 3,072529
10 : : : ' .

11 Operating Income | ' o $ (1.370) -
12 . o a ’ ’ .
13 = ‘Other (Income)-and Deductlons - ' , _
14 - . Other (Income) - Net . o ' $ . 297
15 ' . ' : : g
16 Interest on Long-Term Debt ‘ ‘ . (141,308)
17 ~ Other Interest & Amortization - = - (7.458)
18~ TotalInterest - { $ (148,766
19 = ' , : : :

20 " Total Other (Income) and o
21 - " " Deductions : . S . $ (148,469
22 : ' '

23 Netincome . : - ' : $ (149,839
24 o } . . : ‘ L .

25

26

27 )

28

29

30.




Valencia Water Company, Town Division

Y

Schedule 3

33  Authorized Return on Equity (Dec. 60832)

Earnings Test
For the Twelve Months Ending December 31, 2008
Lme k
No. [A]
1 ‘
2 Revenue:
3 Total Operating Revenue 3,071,159
.4 ' :
5  Operating Expenses: o
6 Operation & Maintenance 1,741,932
7 Depreciation . 1,135,750
8 Taxes Other Than Income 138,998
9 Income Tax 55,849
10 Total Operating Expenses 3,072,529
11 " ' S
12 Operating Income/(Loss) (1,370)
13
14  Rate Base O.C. L. D. (includes arsenic plant) 4,402,147
15 (Sch.7)
16 -~ : -
17 Rate of Return - O.C.L.D -0.03%
18 ) | R
19 = Operating Margin -0.04%
20 : ~
21 Interest Expense - Net 1(148,766)
22 : , s
23 Interest Coverage
24 ([L12 +L9]/L21) (0.37)
25 .
26 ° Other (Income) and Deductions 297
27 4 :
28 " Equity 15,338,454
29 -
© 30 - Return on Equity i
" 31 ([L12-L21 - L26]/L28) -0.98%
32
10.41%
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Valencia Water Company, Town Division

10.41%

2.00%

) ) Schedule 4
Rate Review
For the Twelve Months Ending December 31, 2008
Llné ‘
q\lo. [A] [B] [€] [D]
Per 12 Months : Adjusted
Decision Ended Arsenic With
60832 12/31/2008 Increase Arsenic -
Revenue: : . : .
Total Operating Revenue $ . 341,085 $§ 3,071,159 $ 622,512 $ 3,693,671
9  Operating Expenses: - ) ) :
10 Operation & Maintenance $ 204,727 $ 1,741,932 $ 146,526 $ 1,888,457
11 Depreciation 43,776 1,135,750 81,369 1,217,119
12 Taxes Other Than Income . '20,791 138,998 - 138,998
13 Income Tax 15,809 55,848 ‘87,724 143,573
14 Total Operating Expenses $ 285,103 $ 3,072,529 $ 315617 $ 3,388,146 ,
15 ' . .
16 Operating Income/(Loss) $ 55,982 . $ (1,370) $ 806,805 $ 305525
17 S ) . o
18 RateBase O.C.L.D. $ 537,773 $ 1,454,072 $. 2,948,075 $ 4,402,147
19 * (Sch. 7) : : .
20 .
2t Rate of Return - 0.C.L.D 10.41% -0.09% 10.41% 6.94%
22 ) . J- L.
23  Authorized Return on Equity (Dec. 60832) 10.41% 10.41% 10.41% 10.41%
24 . . . ’ ,
25 Operating Margin 16.41% -0.04% 49.30% 8.27%
26 B ' .
27 Interest Expense $ - - $ (148,766) $ - (148,768)
28 )
29 Interest Coverage )
30 ([L16+L13}/L27) N/A (0.37) © NIA (3.02)
31 e . B
32 Other (income) and Deductions $ - $ 297  §$ - $ 297
33 . . . B _ .
34 Equity $ 537,773 $ 15,338,454 . $ 15,338,454 $ 15,338,454
- 835 : . ’
36 Returnon Equity .
37 [L16-127-132)}/134) -0.98% 1.02%
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Valencia Water Company, Town Division
CWIP Ledger - . = - :

o~

As of December 31, 2008

Line
No.

—

’

" The-information is brovlde_d in the attachments showing
the arsenic project report which details the CWIP ledger:

Schedule 8
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la Water Company, Town Divislor

, Schedule 9

3-Factor Calculation . :

As of December 31, 2008

. [A) [8] €] [D] (E] 3] (@} H]
- Ratios
2008 : Gross 3-Faclor

Line - Gross Plant . Gross Connections Gross Plant Payrofl Total Ratio
Ne. Connoctions In Service Payroli [A/A10) 8/B10] [C/C10] [D+E+F] [G/G10}
1 - E - .

2 Global Water - Santa Cruz . 16,668 . 87,753,403 1,113,023 04041 03547 - 0.2977 1.0565 0.3522
3 Global Water - Palo Verde . 16,460 100,264,747 1,262,634 < 0.3891 0.4052 0.3430 1.1473 0.3824
4 Valencia, Town Division 5,438 45877421 854,747 0.1318 0.1854 0.2286 05458 0.1820
5 Valencla, Greater Buckeye Division 653 2,832,537 96,524 00158 0.0114 0.0255 0.0528 0.0176
8 Waler Utillty of Grealer Tonopah 365 -4,764,693 61,837 0.0088 0.0193 0.0165 0,0446 0.0149
7 Water Utility of Nerthern Scottsdale * 76 1,914,538 22,033 0.0018 0.0077 0.0059 0.0155 0.0052
8 Wlilow Valiey Water Company . 1,585 4,018,878 309,340 0.0384 0.0162 0.0827 0.1374 0.0458
9 . ) . .
10 Totals - : . 41,246 . 247,424,117 2}739.1 38 - ) 1 .00_0& 4.2000 1.0000 3.0000 1.0000
11 . I - -

12
13 .

14

15

i6

17 W~

18

18

20




Valencia Water Company, Towri Division
‘Typical Bill Analysis
As of December 31, 2008

Lne - Gallons o ' . Present Proposed

SQhedule 10-

- ‘Percent

No. = Consumption : g - . ‘ Rates - Rates Increase
1 ' ‘ ' i -
2 - . $ 13.00 $ 17.32 33.26%
3 1,000 : : . 15.86 ©, 20,71 30.55%
4 , 2,000 . 18.72 24.09 28.67%
5 3,000 . 21.58 - 2747 27.28%
6 4,000 i : : To24.44 , 30.85 26.22%
7 5,000 ) o 27.30 o 34.23 25.38% -
8 6,000 = 30.16 - 37.61 24.70%
9 - 7,000 : 33.02 40.99. 24.14%
10 _ . 8,000 I ' 35.88 - 4437 23.67%
11 . 9,000 o -, 38.74 o 47.75 123.27%
12 10,000 . ' . 41.60 N 51.13 22.92%
13 11,000 - s 4446 54.51 22.62%
14 : 12,000 ’ ) ' 47.32 57.90 22.35%
15 ' 13,000 : : 50.18 ' 61.28 22.11%
16 14,000 : ‘ 53.04 64.66 21.90%
17 © 15,000 - : . o 55.90 . 68.04 21.711% -
.18 -20,000 ) . ' 70.20° . 84.94 21.00% -
19 . ' 25,000 - o 8450 . -~ 101.85 20.53%
20 - 50,000 TR ' 156.00 ' - 188.37 19.47%
21 75,000 S , 227.50 - 270.90 19.07%
22 100,000 \ L 299.00 * 355.42 - 18.87%
24 : L ' : - '
o5 . Average Residential Consumption. ' . : 5817 : 5,817
. og o . _ o ,
L 27 Average Residential Bill ' ' $ 29.64 $ 36.99 24.82%
- 28 : , ) : . - ’
29
30 ' , ' o
31 Minimum Rate : . ’ - $ 13.00 $ 17.32
32. v : .
33 Commodity Rate (per 1,000 gallons) . $ 286 R $ 3.38




